by Sir Paul Chambers KBE CB CIE (Imperial Chemical Industries Limited) I am aware that the medical profession as a whole is concerned with both physical health and mental health and that a good deal of work has been done on the relationships between the two. I am aware also of the work done on the conditions in which physically healthy people can be kept healthy; doctors are interested in the healthy as well as in the sick. I know less about the efforts to maintain mental health in those already mentally healthy. Perhaps there has been much work in this field of which I am unaware; perhaps an overworked medical profession rightly regards this side of its work as having a lower priority at the present time.
Be that as it may, my subject has a good deal to do with the maintenance of the mental health of millions of people who are not mentally sick in any serious way, but whose mental state lacks the vigour and tone to make them as happy as they could be; and there could be further deterioration.
There is much talk today of higher productivity and of incentives to induce people to work more effectivelyto be more productivein the manufacturing and not in the reproductive sense. It is sometimes overlooked that the purpose of industrial production and of work in service and professional occupations is not to improve the balance of payments, maintain the value of the pound, to push up some index of the national income, but to serve the personal needs and wishes of individual human beings. In many, perhaps in most, cases the work itself satisfies an urge in the worker, as well as satisfying the needs of other people, and providing an income for both the worker and his family. But what is it that drives some people to give of their best, while others just coast along doing their work in a perfunctory way, doing perhaps the irreducible minimum that they 'can get by with'?
Economists do riot seem to have given this subject the searching analysis it needs. Some have assumed rather superficially that the prospect of financial rewardthe profit or income motiveis substantially all that matters. Relate the financial reward to the quantity of work and that quantity will be pushed to its maximum. The provision of good conditions, of work, including hours, holidays and pensions, is, of course, included as part of the financial reward.
Unemployment has also been treated as a force driving men and women to do their best. There are those who at the present time believe that the only way to increase productivity in Britain is to have widespread unemployment so that anybody who fails to do his best, or who is unable to do as well as his fellows, is condemned to the misery of prolonged unemployment. Others would rely upon the haunting fear of unemployment as the driving force. To make a lot of people suffer the deprivations which unemployment entails, or the misery of the fear ofunemployment, seems an odd way to attempt to improve productivity, the object of which is to make people happier.
The history, not only of this country but of the developed countries of Continental Europe and of North America in the inter-war years, when unemployment rose to nearly four millions in this country and six millions in Germany and lasted many years, provides evidence enough of the utter folly of treating unemployment as a spur to higher productivity. That period of history is marked by the classic example of neglecting the ultimate objective of economic policy, which is to raise standards of living, in a terribly misguided effort to achieve an intermediate objective which was to bring the value of the pound in terms of gold back to its 1914 level. The monetary objective was wholly misconceived and the policy, which had its counterparts in other countries, led to world-wide economic and political disaster, and was one of the major factors which led to the second world war.
Even to a non-medical observer the' corroding and tragic effects on both mental and physical health of long periods of unemployment are obvious. Short periods of unemployment, and the fear of unemployment, can also have disastrous consequences for mental health. Examples were given to me many years ago by my brother, who became the president of a charitable organization in the United States whose purpose was to help the families of middle-level business executives, and men of similar status, who had been dismissed at short notice and had no resources to fall back on. The mental strain on such men can be judged from cases of those who made a pretence of commuting daily to New York from their fashionable houses in Westchester so that their wives did 'not know the truth. As the truth gradually emerged, the society helped where it could and this even included the feeding andclothing of the children of these apparently well-to-do business men. Suicide, rather than confession and humiliation, was sometimes the way out.
Competition to get the best executives into the right jobs has its place, but the misery caused by a system of firing men with little or no notice is too high a price in human suffering to pay in any society. Some of my American friends tell me that it tends to make good men into yes-men who are afraid to disagree with their presidents. How true this is and how widespread I do not know.
There can, I feel, be no doubt that the problems we have with full employment or over-full employment in Britain today are altogether smaller than those of the years of widespread and prolonged unemployment or those in places where fear of unemployment is the scourge which drives men to work harder. But there is equally no doubt that at the present time, when unemployment and insecurity have been removed from most employable men and women,.there appears to be a lack of drive, of enthusiasm, and of real effort by large numbers.
In manufacturing industry, and I believe it is true in other sections of society, effective output would be altogether highercounting quality as well as quantityif the majority of workers made the same effort, with the same enthusiasm and understanding, as the best, who seem 'to be relatively few in number. There appears to be a lethargy or general malaise which in another climate might be attributable to mala'ria or some other debilitating disease, but which in Britain we know to be due to some nonphysical cause. Get rid of this lethargy and uncooperativeness and our economic problems would disappear, productivity would rise, standards of living would rise and there would be a surplus on our balance of payments.
If we reject, and properly reject, unemployment and insecurity as the driving forces, what have we left as incentives to good work and higher productivity ?
The profit or income motive is not, in general, enough. With full employment groups of workers can sometimes press for higher pay and get it without doing more or better work because their work is essential to the rest of society, however poorly it is done, and however low their productivity. I believe the answers can be found only by probing more deeply into the motivating forces behind men's actions; what are the forces that urge some men on, but not others?
Although I have said that the income motive is by itself not enough, it remains one of the forces, and probably the most important for most people. Ordinary men and women do not work solely, or even mainly, for the benefit of society, or for humanity as a whole, or for their country. One purpose is obviously to earn money to provide for themselves and their families more of the good things of life, including the nonmaterial as well as the material, and the opportunity of travelling and seeing more of the world. This is not only natural but obviously healthy and, in every sense, right.
Where there is the chance to move from a job where the pay is low to one where it is high, there is the chance to earn a higher standard of living, and for many men there will be the urge to do the better-paictjob which ought to be more important to society, and in that sense more productive, but it is not always so. Some insecurity can creep in here because failure at the better-paid job means falling back on less well-paid work, if such work is still available and if the difficult social and psychological adjustments can be made.
For some men, a higher standard of living may not be worth the extra effort, or responsibility, or risk. There is no reason whatever why, in a free society, they should not have their choice. For others there may be no choice; they may not be capable of doing a better-paid job.
For professional men, it is usually assumed that the satisfaction of doing a professional job well is the main motivating force. I believe that a good income is just as important to most professional men as it is to other workers, however they are classed. Indeed, where payment and conditions depend substantially upon one employerthe Statethere may be a sense of grievance, and of being poorly regarded, if they are paid less well than members of other professions also paid by the same employer. Another cause of grievance can be the imposition of a levelling process which may make it difficult or impossible for outstanding or brilliant work to be recognized, whether by income which is correspondingly outstanding or by some other means. In spite of protests to the contrary, I believe that a sense of grievance can reduce the quality of work of almost any professional man, however unmeasurable this reduction may be.
Here, I believe, lies a clue to one of the other motivating forces. Human beings not only want a fair share of the good things of life, they also wish to be well regarded by other human beings. This is just as true of industrial workers and civil servants as of members of the professions. The income motive and the desire for economic security may be derived from an animal instinct to get food and the other physical means for survival, while the desire to be admired or well regarded may be derived from some sexual or gregarious instinct. Whether this is so or not, all these motivating forces are strong, and the last of these tends to be neglected at the present time.
The urge to do a job really well, regardless of material reward or external approbation, is more obvious in the arts and in the professions than elsewhere, but it exists, or is latent, in almost everybody. It is sometimes described as a desire for self-expression; it sometimes has a religious background. The medieval craftsman, perhaps a maker of beautiful furniture, served his customers well, trained his apprentices, satisfied any personal need for self-expression, earned a good living for himself and his family, and earned also the esteem of his fellow men. He had a balanced life, all the incentives were there, and there appears to have been none of the malaise which we see in our economy today.
The picture is no doubt over-simplified and there were no doubt many black spots; but in modern industry, with its detailed specialization in large industrial undertakings, where the executive heads know only a very few of the employees, it is more difficult to see the wood for the trees and to be sure that all the incentives needed are there and in the right proportions for the individuals concerned.
If we examine what is happening today, when the fear of unemployment is virtually absent, we find that too little attention is paid to factors other than income incentives. I include hours of work and other basic or material conditions in the expression 'income'.
A good deal of attention has been paid to payments based upon output following work study. This technique is designed to determine by scientific means the most efficient methods of working so that, given the tasks to be performed, the greatest output can be obtained within the time available without any unnecessary strain upon the operative and to pay according to the operative's achievement. This represents the scientific application of the income incentive in its simplest and purest form. In the short term it is effective, sometimes dramatically effective, in raising productivity. I would be the last to discount the effects and significance of these techniques, but in the long term they are not enough. Something more is needed if men are to have the urge to maintain a satisfactory rate of production during years of full employment and are to be steered away from the tendency to press for more money for the same output, the money and not the output being the only target that matters to them.
The solution can be found only by recognizing the complexity of the motivating forces inside each individual. I will come back to one way in which this problem might be tackled in manufacturing industry but first let me observe that in this matter Government action can play a significant part in making things easier or more difficult in industrial occupations as well as for those whose work is paid for directly or indirectly by the Government. Government action for some years appears to have been based on the assumption that economic forces can be influencedvia the income incentivealmost regardless of all the other factors which influence individual action. The employer/employee relationship and the financial policy of Government are both vital to the solution of the problem of getting the best work out of the working population as a whole (including the professionals) while maintaining full employment. Before explaining what I believe is wrong with Government policy and what modifications are needed, I will deal with action in the field of employer/ employee relations.
With the need for more pay and the fear of unemployment as the two driving forces in the trade union movement in Britain for many decades, it is not surprising that restrictive practices designed to increase both pay and security should have dominated trade union thinking. Other material objectives associated with pay have had their placeshorter working hours, better conditions at work and so onbut pay and security of employment have come first. The insistence upon excessively long apprenticeship for newcomers, the prevention of work in their field being done by members of other unions, insistence upon excessive manning of particular operations, particularly when technical improvements have demonstrated that fewer men were needed, are all aspects of the same drive to maintain employment for union members.
There is no doubt that over the years the trade unions have secured much better pay and conditions for their members and that these objectives were more quickly reached than if there had been no unions. It is equally clear that so long as there was any substantial unemployment there were clear limits beyond which union leaders could not go without increasing unemployment among their members, because if they attempted to do so the employers could not operate profitably at higher rates of pay. The use of the monopoly powers which a union secured by being able to withdraw labour made it difficult or impossible for an employer to exploit an individual worker's dire necessity for money, and the techniques have been effective and socially valuable.
Today, with full employment, the same limitations on the monopoly powers of unions do not exist or are not immediately evident, and trade union leaders are confronted with the problem that they could probably get both higher wages and shorter hours of work but are faced with Government exhortation not to press claims beyond certain limits which are said to be fixed in the national interest. Where it can be demonstrated that higher pay is associated with greater productivity the payment of such Iiigher pay is said not to be against the national interest.
The chances of earning higher pay by better work, leading to higher productivity, have also disappeared from a good deal of industrial work. This is particularly true in industries where the rate of work is decided by the machine and not the man. For example, in large chemical plants schemes designed to increase pay by reference to rate of output have no relevance because the individual worker's task may be to watch dials to see that the plant does not go wrong, or he may be a maintenance worker who, in a somewhat different way, is engaged in seeing that the plant works at a capacity determined by technical conditions beyond his control. These technical conditions may be varied according to the needs of the market, the quality of the raw material, or some other factor, but in all these cases the factors are outside the control of the individual worker.
With full employment and such conditions, the pay.and security of the good worker tend to be the same as those for the bad worker, and the incentive for good work is absent. This does not mean, however, that the ultimate result in terms of productivity is the same whether the work of all the workers as a team is good or bad. Indeed, quite the contrary is true. Good work means that the plant as a whole has a high output and operates with a reasonable minimum of workers of all ranks, including supervisors. Higher productivity per worker can be secured by having fewer workers responsible for the same set of operations. This means getting rid of restrictive practices designed to keep men in jobs which have been rendered unnecessary because of technological advances.
One of the legacies of the bad days of unemployment is overmanning and oversupervision. The oversupervision extends beyond factories into offices and sales organizations. As a result of these conditions, the simpler and cruder methods of increasing productivity, which means increasing the effectiveness of physical work in manufacturing operations, are less potent. If, however, we reject the fear of unemployment and payment by reference to the precise output by the individual as methods of increasing productivity, what other means are there at our disposal for improving productivity?
The answer I think lies in the recognition of some of the principles of human behaviour and reaction with which I started. Security and the immediate carrot of additional earnings related to additional physical effort are not the only incentives and recognition of this fact has led us in ICI to adopt a profit-sharing scheme under which the bonuses to employees are based upon the fortunes of the Company as a whole. These bonuses are distinct from, and in some cases additional to, any benefits which are related to specific individual efforts. Our Profit-Sharing Scheme was introduced twelve years ago and, as a result, most employees (that is, excluding certain part-time, temporary or newly engaged employees) receive a bonus at the end of each calendar year, related to the profits earned by the Company. For this purpose it is right and proper to relate increased profitability to increased productivity, although, of course, the two do not run exactly in parallel all the time and in all cases.
The amount of the bonus varies by reference to the amount of the Company's profits and the gross amount has varied between 8 and 10% of the employee's gross earnings, so that a man or woman getting £1,000 a year has received up to £100 bonus (from the gross has to be deducted the income tax appropriate to the individual employee because the bonus is part of income for tax purposes). The higher the pay the more the bonus. Main Board Directors of the Company are specifically excluded from the scheme because they made the rules. The bonus is given in the form of ordinary shares in the Company, and each employee is free to sell or retain his shares for as long as he likes in just the same way as any other shareholder.
The Profit-Sharing Scheme has stimulated interest in the Company's activities as a whole, and the questions asked at Works Councils, Division Councils and at the Central Council (which is attended by payroll employees from all over the Company together with Works Managers, Chairmen of Divisions, and Main Board Directors) indicate a surprisingly intelligent appreciation of the Company's objectives and of the way it operates. There is a keen interest in the Company's activities as a whole both at home and overseas and there is far better understanding of the relationship of employees to management and of the part played by shareholders in supplying capital. There are bound to be exceptions, but I am convinced that the existence of the Profit-Sharing Scheme has developed an intangible sense of loyalty in employees of all ranks, and that this helps materially to improve the standard of performance and therefore of productivity throughout the Company. It is a serious mistake, in my view, to underestimate the difference between work done loyally and intelligently by employees who understand the significance of the part which they are playing and that done in a perfunctory manner where there is no interest in the effectiveness of the work and therefore no urge to save unnecessary cost or to improve the quantity or quality of what is produced and marketed.
We have not, however, by these means eliminated the legacy of restrictive practices and the consequent overmanning arising from the practices which had their origin in the years of prolonged unemployment. We are aware also that, by comparison with the best American performance, we have, taking the Company as a whole, more employees per unit of output in comparable industrial operations. Some of this difference can be traced to specific restrictive practices, and some to habits, particularly habits of supervision, which have arisen from the belief that work is better done the more supervision there is, the more detailed instructions there are, and the more the work is broken down to be done by specialists at all levels. Intelligent employees who have learnt their skills, whether of a specific operation or of management, and who understand not only how to do their work but how it fits into the whole pattern, frequently do better with less supervision. Moreover, with relatively simple operations it is unnecessary to have a number of specialists if the work can be done by a good general worker or craftsman who has been given sufficient training in the simpler tasks of another craft. An analogy in the much higher sphere of the medical profession is the general practitioner who knows when, and when not, to call in the specialist.
We are therefore exploring a scheme which is not yet in operation and which we have described as our Manpower Utilization and Payment Structure. This goes much further in recognizing the capacity of employees of all ranks to cooperate intelligently, relies less upon supervision and individual incentive payments and places less insistence upon the need for specialist craftsmen where one general practitioner can do all the work effectively so that it is unnecessary to have a lot of specialists waiting about to do so-called specialist work of a relatively simple character. rhe more difficult and truly specialist work must, of course, still be done by the specialist.
Under this scheme, payroll employees formerly paid by the hour, or by some scheme which relates their payments to measured work, are to be paid annual salaries in the same way as they would be paid if they were members of staff, who are already paid annual salaries. There will be no output bonuses but a reliance upon the good sense and loyalty of the workers concerned to do their best, knowing that this will improve the output as a whole and the profitability of the Company. They will all, of course, continue to receive the profit-sharing bonuses as before. The salaries to be fixed will exceed what they would have received under the old system.
We expect to reduce the clerical operations in working out pay, to get rid of restrictive practices, demarcation and the excessive supervision which differentiates our operations from those in the United States. Full details of the scheme have yet to be worked out and there will be pilot operations on selected sites before any general application to operations throughout the whole country. In changing over from pay based upon measured work and other incentive systems to pay fixed by the year in the light of general performance and not on detailed work measurement records, we shall be relying less upon the short-term income motive and more upon intelligent co-operation. We know that the savings which can be achieved by getting rid of overmanning are substantial.
Will it work? Will output per head fall if the immediate reward for measurable individual effort no longer exists? We do not know. We do know that, while they need good incomes and are encouraged by them, our scientists and professional staff are deeply interested in their work and are interested also in the contribution which they can make, whether to the Company or to society as a whole. If the conditions in which they are working are congenial and they can get their teeth into good and satisfying work, the exact amount of pay is less important. Whether this will prove true of employees generally, including those for whom the immediate income motive has hitherto been treated as paramount, remains to be seen.
Some people might argue that with fixed rates of pay performance will fall. Such an argument, in my view, shows too much reliance upon the application of the income motive to the specific operations of individuals. We hope that with reliance upon the loyalty and integrity of the majority of our workers there will be a saving of cost, including the cost of supervision, which will more than cover the extra pay that individuals will receive, and that as a consequence there will be a marked improvement of productivity on average throughout the Company. If cynics say that this is placing too much faith in the honesty of human beings, my answer is that in industrial operations today and in conditions of full employment I know of no alternative, and I believe that this faith is justified. Other companies have other schemes and, by a process of trial and experiment, we will, I think, discover the best methods to employ. The process may take years rather than months.
If we now turn to Government policy, I must confess at once that I am far less happy at more recent developments. This is a difficult and controversial subject upon which it is easy to be dogmatic. It is a matter less of party politicsbecause in this matter the objectives of the main parties are the samethan ofthe means by which these objectives are achieved. The danger is that with the emphasis on financial incentives to achieve particular short-term objectives of economic policy, other motivating forces in individuals are being overlooked. This is no place for me to explain why I believe that incentives for particular isolated and immediate economic objectives (such as elimina-ting the deficit on the balance of payments or maintaining prices and wages at a predetermined level) can frustrate the ultimate objectives of economic policy as a whole. That is a separate matter upon which there are deep differences of opinion, even though there may be no differences as to the ultimate objectives. The present attempts at pushing the economy in this direction or that, according to the results shown up in statistics, can, however, have such a profound effect upon the feelings and actions of individuals that laudable intentions of Government can be frustrated.
I will take first of all Government action in the sphere of taxation, a sphere in which I worked as a civil servant for twenty years. In the past, Government policy for direct taxation both in this country and abroad has been guided by the broad principle of equity. For income tax, for example, the general principle was to make the tax fair as between one taxpayer and another, every person in similar circumstances and with the same income paying the same tax. If a man has different circumstances from those of another, if for example one is married with four children and the other is a single man, then the circumstances would justify imposing a smaller tax burden upon the former. He would be regarded as having a lower taxable capacity.
In the nineteenth century, when income tax was a few pence in the pound and there was no supertax, there was little need to differentiate between one taxpayer and an other on the basis of personal circumstances. Today income tax is at much higher rates and is extracted from a much larger percentage of the population, and it is natural that the effective burden should be higherand more than proportionately higheron larger incomes and that the personal circumstances of taxpayers should be taken into account in some detail. The whole purpose, however, was fairness between one taxpayer and another. It is doubtful whether, with income tax and sur-tax exceeding 90 % of large incomes, they can still be said to be equitable, but the matter is one of degree rather than principle.
Today, however, there has developed a practice in this country of using the instrument of direct taxation as an instrument of economic policy in order to make the economy conform to what is regarded by certain people as a more socially desirable shape. What is not possible in fact is to have two quite separate bases for taxes. Either it is based on equity, in which case you treat all people with similar incomes and in similar circumstances alike, or you abandon the principles of equity and use the instrument of taxation as an economic tool. There are a number of examples in which this change has been made, and I doubt very much whether the full implications for individuals and their reactions have been understood.
For example, the Government considers it desirable to encourage manufacturing industry in some areas rather than in others. In this matter there is no difference between the policies of the present Labour Government and the previous Conservative Government. The Conservative Government's method of executing this policy was to give tax allowances for industry in the development or special areas, whichweredeniedto industry in the rest of the country. This was to induce industrial companies to set up factories in the special areas and constituted a breach of the general principle of equity in direct taxation. The present Government is substituting direct cash grants for these tax allowances, and for industries in some parts of the country the allowances are to be 40 % of the cost of the plant and in the rest of the country it is to be 20 %. As the new areas are very large and are not confined to places of substantial unemployment, the drift away from equity is going much further. It is rather hit or miss whether you are in or out of the 40% zone, and there must be many cases in which capital expenditure in the 20% zone is more justifiable on any economic or social grounds than some of the capital expenditure in the 40 % zone. If you are on the right side of the line, you get 40 % whether you are making Christmas crackers or ping-pong balls; if you are on the wrong side, you get only 20 % whether you are making surgical equipment for hospitals or heating equipment for new houses. Unfairness in direct taxation can lead to bitter resentment and the exceptionally good relations which have hitherto existed between the Inland Revenue and taxpayers generally and which have made the administration of complex laws practicable may deteriorate seriously.
Broad classifications are bound to be arbitrary, and a tax or grants system based upon them is bound to be unfair. The latest example is the Selective Employment Tax. For employees in manufacturing industry, the employer will get a payment of 32s 6d for every 25s paid, however 'socially desirable', or undesirable, the products may be. On the other hand, for employees whose work is not in manufacturing industry the employer has to pay the tax and get nothing back. It may be incomprehensible to you that, at the present time, when there is a shortage of doctors, nurses, teachers and professional people of all kinds, for these the tax has to be paid, but in manufacturing industry, of however frivolous a kind, there is to be a bonus for everybody employed, even when the numbers employed are excessive and productivity is unnecessarily l16w.
The idea has been based upon statistics of the number of people in manufacturing industry and the number of people in service industries and, from crude figures like this, it has been assumed that this discrimination in taxation will encourage more people to move to manufacturing industry from nonmanufacturing work. There are other defences for this tax, but they are not put forward as constituting the main purpose.
What is overlooked in all this is that practically all work which is done throughout the community is done for the purpose of meeting the needs of individuals, whether for material goods, for intellectual recreation, for cure of physical ailments, for education or for anything else. The satisfaction of all these needs is all part of the task of putting up standards of living, and arbitrary divisions for the purpose of inducing more people to go out of one broad class into another broad class create the most outrageous anomalies and a deep sense of injustice. A prolonged sense of injustice leads also to a feeling of frustration, and it is these conditions that lead to lower rather than higher productivity. These attempts at running the economy on very imperfect economic theories and rough statistics utterly ignore the basic fact that, except in a completely totalitarian economy, a society will only function effectively if one recognizes all the time that it consists of millions of individual human beings, each of whom is activated by desires and emotions which have very little relationship to the conclusions drawn from economic theory based almost entirely upon the income motive alone.
I am thus back to the point from which I started: it is that, in order to understand how the economy can function effectively and with rising productivity when there is full employment, we have to recognize that human beings are not only the ultimate objective of aU production, but are themselves governed by far more complex motivating forces than have yet been adequately analysed. This is the work that still requires to be done, and I am convinced that when this is done, and when there is a better understanding of human beings in a free society in which there is full employment, we shall scrap many of the inhibiting practices that grew up during the years of unemployment. We will also scrap much of the crude, so-called incentive legislation which is piling up rapidly on the statute book and which is not only creating a deep sense of injustice but is also confusing a good many people, including trade union leaders, who begin to wonder what their functions are and how they can operate effectively in these new conditions.
